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INDEPENDENT AUDITORS’ REPORT

March 2, 2007

North Kent Sewer Authority
Board of Trustees
Rockford, Michigan

We have audited the accompanying financial statements of the governmental activities and each major
fund of the North Kent Sewer Authority (the Authority), Kent County, Michigan, as of and for the year
ended December 31, 2006, which collectively comprise the Authority's basic financial statements as listed
in the table of contents. These financial statements are the responsibility of the management of the
Authority. Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund for the North Kent Sewer
Authority as of December 31, 2006, and the respective changes in financial position for the year then
ended in conformity with accounting principles generaily accepted in the United States of America.

The Management's Discussion and Analysis on pages 3-7 is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board.
We have applied certain limited procedures, which consisted principally of inquiries of management

regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.
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Management’s Discussion and Analysis

As management of the North Kent Sewer Authority (the Authority), we offer readers of the Authority's
financial statements this narrative overview and analysis of the financial activities of the Authority for the
fiscal year ended December 31, 2006. We encourage readers to consider the information presented here
in conjunction with additional information that is furnished in the financial statements and notes to the
financial statements.

The North Kent Sewer Authority is a joint venture established to account for the activities associated with
the construction and maintenance of sewer system infrastructure utilized by participating municipalities.
Participating municipalities include Alpine, Cannon and Courtland Townships, Plainfield Charter Township
and the City of Rockford.

Financial Highlights

« Bonds of $39,600,000 were issued during the year to fund the construction of a new wastewater
treatment plant.

+ The vast majority of current year activities were focused on the design and initial construction of
the new plant. The new plant is scheduled for completion in fiscal year 2008.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Authority’s financial
statements. The Authority's basic financial statements comprise three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements.

Government-wide financial statements. The government-wide financial statements are designed to
provide readers with a broad overview of the Authority's finances, in a manner similar to a private-sector
business. The government-wide financial statements include only the Authority itself (known as the
Primary government). The Authority has no legally separate component units for which the Authority is
financially accountable. in this report, financial information for the Authority is reported separately from
the financial information of joint venture participants.

The statement of net assets presents information on all of the Authority’s assets and liabilities, with
the difference between the two reported as net assefs. Over time, increases or decreases in net
assets may serve as a useful indicator of whether the financial position of the Authority is improving
or deteriorating.

The statement of activities presents information showing how the government's net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the underlying
event giving rise to the change occurs, regardiess of the timing of related cash flows. Thus, revenues
and expenses are reported in this statement for some items that will only result in cash flows in future
fiscal periods (e.g., payments on debt).

Both of the government-wide financial statements display functions of the Authority that are principally
supported by intergovernmental revenues (governmental activities). The governmental activities of
the Authority include public works and interest payments on bonds outstanding. The Authority does
not have any business-type activities.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The Authority, like other state
and local governments, uses fund accounting to ensure and demonstrate compliance with finance-related
legat requirements. Alt of the funds of the Authority are governmental funds. The Authority does not utilize
proprietary or fiduciary funds.



Governmental funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financia! statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. Such information may be useful in evaluating a government’s
near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By
doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the governmenta! fund balance sheet and the governmental fund statement
of revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities.

The Authority maintains seven individual governmental funds. Information is presented separately in
the governmenta! fund balance sheet and in the governmental fund statement of revenues,
expenditures, and changes in fund balances for the general, five debt service, and the Wastewater
Treatment Plant capital projects funds which are all considered to be major funds.

The Authority has not adopted an annual appropriated budget for its general fund.

Notes to the financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.

Other information. In addition to the basic financial statements and accompanying notes, this report also
presents certain required supplementary information. Required supplementary information is limited to
this management discussion and analysis.

Government-wicde Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government's financial position.
In the case of the Authority, assets exceeded liabilities by $1,824,224 at the close of the most recent
fiscal year.

The most significant portion of the Authority's net assets reflects investment in capital assets (e.g., land,
and infrastructure), less any related debt used to acquire those assets that is still outstanding. The
Authority uses these capital assets to provide services to joint venture participants; consequently, these
assets are not available for future spending. Although the Authority investment in its capital assets is
reported net of related debt, it should be noted that the resources needed to repay this debt must be
provided from other sources, since the capital assets themselves cannot be used to liquidate these
liabilities.



Assets
Current assets
Noncurrent assets
Due from governmental units
Capital assets
Total assets
Liabilities
Current liabilities
Long-term liabilities
Total liabilities
Net assets
Invested in capital assets, net of
related debt
Restricted
Unrestricted
Total net assets

Governmental Activities

2006 2005
$46,479,343 $6,523,531
2,496,813 2,634,021
17,743,506 13,563,232
65,719,661 22,720,784
3,845,437 1,252,588
60,050,000 20,815,113
63,895,437 22,067,701
859,305 584,464
449754 49,458
515,165 19,161
$1,824,224 $653,083

Net assets of the Authority increased by $1,171,141. The increase in net assets is primarily the result of
the timing difference between when joint venture participants provide funding for debt service on capital
construction bonds and when depreciation is recorded on the capital assets funded by these bonds.

Governmental Activities
2006 2005

Revenue

Program revenue
Charges for Services

General revenue

$2,738,319  $1,304,425

Unrestricted investment earnings 3,912 1,500
Total revenue 2,742 231 1,305,925
Expenses

Public works 327,825 349,648

Interest 1,243,265 785,660
Total expenses 1,671,090 1,135,308
Increase (decrease) in net assets 1,171,141 170,617
Net assets-beginning of year 653,083 482,466
Net assets end of year $1,824,224 $653,083

Governmental activities

During the year the Authority expended 21% of its total expenses on public works which included $73,602
for operations and maintenance of the system and $254,223 for depreciation on system infrastructure.
The remaining $1,243,265 of total expenses was for interest on bonds.



Financial Analysis of the Government’s Funds

As noted earlier, the Authority uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmental funds. The focus of the Authority's governmental funds is to provide information on
near-term inflows, outflows, and balances of spendable resources. Such information is useful in
assessing the Authority’s financing requirements. In particular, fund balance may serve as a useful
measure of a government's net resources available for spending at the end of the fiscal year. As of
the end of the current fiscal year, the Authority's governmental funds reported combined ending fund
batances of $43,941,861, an increase of $38,140,918 in comparison with the prior year. This increase
is primarily the result of the bonds issued during the year and the progress in the completion of the
wastewater treatment plant project.

The general fund is the chief operating fund of the Authority. At the end of the current fiscal year,
unreserved undesignated fund balance of the general fund was $11,827. As a measure of the general
fund’s liquidity, it is important to note that the general fund operates on a reimbursement basis from
joint venture participants.
Budgetary Highlights
The Authority did not adopt a budget for the general fund for the 2006 fiscal year.

Capital Asset and Debt Administration

Capital assets. The Authority's investment in capital assets for its governmental activities as of
December 31, 2006, amounted to $17,743,505 (net of accumulated depreciation).

Significant capital asset additions during the year include construction in progress for the wastewater
treatment plant, land and infrastructure associated with various system projects.

The Authority's Capital Assets (net of depreciation) are summarized as follows:

Governmental

Activities
Land and right-of-way $874,265
- Construction in progress 5,047,894
System infrastructure 11,821,346
Total $17,743,505

Additional information on the Authority’s capital assets can be found in Note 4 of this report.
Debt. At the end of the current fiscal year, the Authority had bonded debt outstanding of $60,585,000.
Additional information on the Authority's long-term debt can be found in Note 5 of this report.
Economic Factors and Next Year's Budgets and Rates
» Rates are based on flow rates, content analysis, and various other factors as identified in the
system operating agreement. These rates are designed to fund bond principal and interest

payments and direct operating and maintenance costs. A budget has not yet been adopted
for the general fund.



Requests for Information

This financial report is designed to provide a general overview of the Authority's finances for all those with
an interest in the government's finances. Questions conceming any of the information provided in this
report or requests for additional financial information should be addressed to the North Kent Sewer
Authority, Treasurer, 7 South Monroe, PO Box 561, Rockford, Ml 49341-0560.



NORTH KENT SEWER AUTHORITY
STATEMENT OF NET ASSETS
DECEMBER 31, 2006

Assets
Cash
Investments
Interest receivable
Due from other governments
Due from other governments long-term
Capital assets
Land and right-of-way
Construction in progress
System infrastructure {net of accumulated depreciation)

Total assets

Liabilities
Accounts payable
Deposits
Noncurrent liabilities
Unamortized bond premiums
Due within one year
Due in more than one year

Total liabilities
Net assets
Invested in capital assets, net of related debt
Restricted for
Capital projects
Unrestricted

Total net assets

The accompanying notes are an integral part of these financial statements.
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$

Governmental
Activities

598,899
44,300,073
91,063
489,308
2,496,813

874,265
5,047,894
11,821,346

65,719,661

1,487,482
50,000

1,762,955
545,000
60,050,000

63,895,437

859,305

449,754
515,165

$

1,824,224




NORTH KENT SEWER AUTHORITY
STATEMENT OF ACTIMMTIES

FOR THE YEAR ENDED DECEMBER 31, 2006

Program Revenues

Operating Capital
Charges Grants and Grants and Net (Expense)
Functions!Programs Expenses for Services Contributions  Contributions Revenue
Primary government
Governmental activities
Public works § 327825 & 2,738319 $ - 3 - % 2,410,494
Interest on long-term debt 1,243,265 - - - {1,243,265)
Total governmenta activities $ 1,571,090 § 2738319 % - % - 1,167,229
General revenues
Unrestricted interest eamings 3,912
Total general revenues 3,912
Change in net assets 1,171,141
Net assets, beginning of year 653,083
Net assets, end of year 3 1,824,224

The accompanying notes are an integral part of these financial statements.
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NORTH KENT SEWER AUTHORITY

GOVERNMENTAL FUNDS
BALANCE SHEET

DECEMBER 31, 2006

1998 2000
General Bonds Bonds

Assets

Cash $ 49247 $ - $

Investments - -

Interest receivable - -

Due from other governments 15,169 2,496,813
Total assets $ 64416 % 2,496,813 $
Liahilities and fund balances
Liabilities

Accounts payable $ 2589 $ -3

Deferred revenue - 2,456,813

Deposits 50,000 -
Total liabilities 52,589 2,496,813
Fund balances

Unreserved

Undesignated 11,827 -

Total liabilities and fund balances $ 64416 § 2,496,813 3

The accompanying notes are an integral part of these financial statements.
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Capital

Debt Service Projects
Wastewater Wastewater
2001 2002 Treatement Treatement
Bonds Bonds Plant Plant Total
- % - $ 482315 % 67,337 % 598,899
- - - 44 300,073 44,300,073
- - - 91,063 91,083
- - 31,918 - 2,543,900
- 3 - % 514233 $ 44458473 $ 47,533,935
- 3 - % 10,885 $ 1,031,777 & 1,045,261
- - - - 2,496,813
- - - - 50,000
- - 10,895 1,031,777 3,592,074
- - 503,338 43,426,696 43 941,861
- 3 - % 514233 $ 44458473 $ 47,533,935

13-






NORTH KENT SEWER AUTHORITY

RECONCILIATION OF FUND BALANCES ON THE BALANCE SHEET
FOR GOVERNMENTAL FUNDS TO NET ASSETS OF
GOVERNMENTAL ACTIVITIES ON THE STATEMENT OF NET ASSETS

DECEMBER 31, 2006

Fund balances - total governmental funds $ 43,941,861

Amounts reported for governmental activities in the statement of net assets
are different because

Capital assets used in governmental activities are not current financial resources
and therefore are not reported in the funds.

Add - capital assets {net) 17,743,505

Certain assets reported on the statement of net assets are not due and payable in the
current period and therefore are not reported in the funds.

Add - accrued interest receivable from participants 442,221
Add - deferred revenue on long-term receivable due from participants 2,496,813

Certain liabilities, such as bonds payable, are not due and payable in the
current period and therefore are not reported in the funds.

Deduct - Bonds payable (60,595,000)
Add - unamortized bond premium (1,762,955)
Deduct - accrued interest on bonds (442,221)
Net assets of governmental activities $ 1824224

The accompanying notes are an integral part of these financial statements.
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NORTH KENT SEWER AUTHORITY

GOVERNMENTAL FUNDS

COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES

FOR THE YEAR ENDED DECEMBER 31, 2006

Revenues
Intergovernmental revenue
Participant fees
Connection fees
Interest

Total revenues
Expenditures
Current
Public works
Capital outiay
Debt service
Principal
Interest
Total expenditures
Revenues over (under) expenditures
Other financing sources (uses)
Bond issue
Bond Premium
Total other financing sources (uses)
Net changes in fund balances

Fund balances, beginning of year

Fund balances, end of year

The accompanying notes are an integral part of these financial statements.

1998 2000
General Bonds Bonds

§ 158527 $ 324113 $ 346,331

3,912 i ]

162,439 324,113 346,331

51,233 ; ;

440,357 ] ]

. 175,000 125,000

] 149,113 221,331

491,590 324,113 346,331

(329,151) : :

(329,151) ; -

340,978 ; ]

$ 11,827 § - $ -




Capital

Debt Service Projects
Wastewater Wastewater
2001 2002 Treatement Treatement
Bonds Bonds Plant Plant Total

3 404,378 190,288 210,040 - 3 1,633,677
- - 488,722 - 488,722

- - 14,616 449 391 467 919

404,378 190,288 713,378 449 391 2,690,318

- - - 490,627 541,860

. - - 4,016,508 4 456,865

160,000 70,000 - - 530,000
244,378 120,288 210,040 - 945,150
404,378 190,288 210,040 4,507,135 6,473,875
- - 503,338 (4,057,744) {3,883,557)

- - - 39,600,000 39,600,000

- - - 2,424 475 2,424 475

- - - 42 024,475 42,024 475

- - 503,338 37,966,731 38,140,918

- - - 5,459 965 5,800,943

3 - - 503,338 43426696 $ 43,941,861




NORTH KENT SEWER AUTHORITY

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2006

Net changes in fund balances - total governmental funds $ 38,140,918

Amounts reported for governmental activities in the statement of activities
are different because

Governmenta! funds report capital outlays as expenditures. However, in the
statement of activities, the cost of those assets are allocated over their estimated
useful lives and reported as depreciation expense.

Add - capital outlay 4,434 496
Deduct - depreciation expense (254,223)

Bond proceeds provide current financial resources to governmental funds in the period
issued, but issuing bonds increases long-term liabilities in the statement of net assets.

Deduct - bond issues (39,600,000
Deduct - bond premiums (2,424 475)
Add - bond issuance costs 490,627

Repayment of bond principal is an expenditure in the governmental funds but repayment
reduces long-term liabilities in the statement of net assets.

Add - principal payments on bonds 530,000

Some revenues and expenses reported in the statement of activities do not require the use
of current financial resources and therefore are not reported in the funds.

Add - increase in interest receivable from participants 289,121
Deduct - payments from participants on long-term receivabies (137,208)
Deduct - increase in accrued interest payable (289,121)
Deduct - amortization of bond premium (8.,994)
Change in net assets of governmental activities $ 1,171,141

The accompanying notes are an integral part of these financial statements.

-18-



NORTH KENT SEWER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the North Kent Sewer Authority {the Authority) conform to generally
accepted accounting principles as applicable to governments. The following is a summary of the
significant poliicies.

Reporting Entity The North Kent Sewer Authority, which is established pursuant to Michigan Act
233, is a joint venture governed by a five member Board of Trustees appointed by the legisiative
bodies of five participating municipalities. The Authority was established to account for activities
associated with the construction and maintenance of sewer system infrastructure utilized by
participating municipalities. Participating municipalities include:

City of Rockford

Alpine Township

Cannon Township
Courtland Township
Plainfield Charter Township

Participating municipalities fund operating and debt service costs based on their common and
exclusive sewer system usage. The criteria established by the Governmental Accounting Standards
Board Statement No. 14, “The Financial Reporting Entity”, for determining the reporting entity
includes a significant operational financial relationship with another entity. Based on the above
criteria, these financial statements present all funds of the North Kent Sewer Authority.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
activities) report information on all of the governmental activities of the primary government (the
Authority). For the most part, the effect of interfund activity has been removed from these statements.
Governmental activities, are reported in total. The Authority has no business-type activities.

The statement of activities demonstrates the degree to which the direct expenses of a given function
or segment is offset by program revenues. Direct expenses are those that are clearly identifiable with
a specific function or segment. Program revenues include (1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and (2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds. The Authority utilizes no
proprietary or fiduciary funds. Government resources are allocated to and accounted for in individual
funds based upon the purposes for which they are to be spent and the means by which spending
activities are controlled.

Major governmental funds are reported as separate columns in the fund financial statements.

The Authority reports the following major governmental funds:

The General Fund is the government's primary operating fund. It accounts for all financial
resources of the generai government, except those required to be accounted for in another fund.
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NORTH KENT SEWER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2006

The Debt Service Funds including the 1998 Series, West River 2000 Series, 4 Mile Lift 2001
Series, Willow 2002 Series, and Wastewater Treatment Plant, all account for the receipt of
participants payments and the payment of principal and interest on debt utilized to finance
infrastructure reconstruction, expansion and/or improvement projects.

The Wastewater Treatment Plant Construction Capital Projects Fund is used to account for
construction of the new wastewater treatment piant.

When both restricted and unrestricted resources are available for use, it is the government's policy to
use restricted resources first, then unrestricted resource as they are needed.

Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Joint venture
participant fees and connection fees are recognized as revenues in the year for which they are
assessed. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.

Basis of accounting refers to when revenues and expenditures or expenses are recognized in the
accounts and reported in the financial statements. Basis of accounting relates to the timing of the
measurements made, regardiess of the measurement focus applied.

All governmental funds are accounted for using the modified accrual basis of accounting. Their
revenues are recognized when they become measurable and available. For this purpose, the
government considers revenues to be available if they are collected within 60 days of the end of the
current fiscal period, except for joint venture participant assessments, connection fees and interest
which use one year. Expenditures are generally recognized under the modified accrual basis of
accounting when the related liability is incurred. Exceptions to this general rule include principal and
interest on long-term debt which are recognized when due.

All Governmental Funds are accounted for on a spending or “flow of current financial resources”
measurement focus. This means that only current assets and current liabilities are generally included
on their balance sheets. Their reported fund balance is considered a measure of “available,
spendable resources”.

Governmental fund operating statements present increases (revenues and other financing sources)
and decreases (expenditures and other financing uses) in net current assets. Accordingly, they are
said to present a summary of sources and uses of “available, spendable resources” during a period.
Budgets and Budgetary Accounting

Comparisons to budget are not presented because a budget has not been adopted for the General
Fund.
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NORTH KENT SEWER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2006

Cash and Investments

Cash consists of the balance in a check account while investments are certificates of deposits and
other balances with Michigan financial institutions. Michigan law authorizes the Authority to invest in:

a.

Bonds, bills or notes of the United States; obligations, the principal and interest of which are
fully guaranteed by the United States, or obligations of the State. In a primary or fourth class
school Authority, the bonds, bills or notes shall be payable at the option of the holder upon
not more than 90 days notice or, if not so payable, shall have maturity dates not more than 5
years after the purchase dates.

Certificates of deposit issued by a state or national bank, savings accounts of a state or
federal savings and loan association, or certificates of deposit or share certificates of a state
or federal credit union organized and authorized to operate in this State.

Commercial paper rated prime at the time of purchase and maturing not more than 270 days
after the date of purchase.

Securities issued or guaranteed by agencies or instrumentalities of the United States, United
States or federal agency obligation repurchase agreements, and bankers’ acceptances
issued by a bank that is a member of the federal deposit insurance corporation.

Mutual funds that are composed entirely of investment vehicles that are legal for direct
investment by a municipal government.

Investment pools, as authorized by the surplus funds investment pool act, composed entirely
of instruments that are legal for direct investment by a municipal government,

Due From Other Governments

All balances due from other governments represent balances due from joint venture participants.
These balances are reported net of estimated uncollectible balances (estimated uncollectible
balances were zero at year end).

Deferred Revenue

The Authority reports deferred revenue when potential revenue does not meet both the “measurable”
and “available” criteria for recognition in the current period. Deferred revenue represents amounts
due from participants in the future for a specific portion of the 1998 debt service.
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NORTH KENT SEWER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2006

Capital Assets

Capital assets, which include land, property, and equipment, are reported in the governmental
activities column in the government-wide financial statements.

Capital assets are defined by the government as assets with an initial, individual cost of more than
$5,000 and an estimated useful life in excess of two years. Such assets are valued at cost where
historical records are available and at estimated historical cost where no historical records exist
Donated capital assets are valued at their estimated fair market value on the date received.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend asset lives are not capitalized. improvements are capitalized and depreciated over the
remaining useful lives of the related capital assets, as applicable.

Depreciation on capital assets, is computed using the straight-line method over the following
estimated useful lives:

Years
System infrastructure 50

Long-Term Obligations

In the government-wide financial statements the long-term debt and other long-term obligations are
reported as liabilities in the governmental activities statement of net assets. Where applicable, bond
premiums and discounts, as well as issuance costs, are deferred and amortized over the life of the
bonds using the effective interest method.

In the fund financial statements, governmental fund types recognize bond premiums, discounts and
issuance costs during the year of issuance. The face amount of debt issued and any premiums
received are reported as other financing sources. Discounts on debt issuances are reported as other
financing uses. Issuance costs are reported as public works expenditures.

Fund Equity/Net assets

Reserves represent those portions of fund equity not appropriable for expenditure or legally
segregated for a specific future use. Designated fund balances represent amounts set aside by the
Board for tentative plans for future use.

EXCESS OF EXPENDITURES OVER APPROPRIATIONS IN BUDGETARY FUNDS

State law provides that the Authority shall not incur expenditures in excess of the amount
appropriated for the general fund.

The Authority’s actual expenditures exceed appropriations for all general fund activity because an
annual appropriation budget was not adopted.
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NORTH KENT SEWER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2006

3. CASH AND INVESTMENTS

The captions on the financial statements relating to cash and investments are as follows:

Governmental

Activities
Cash $ 598,899
Investments 44 300,073
Cash and investments $44 898,972

These deposits and investments are in three financial institution located in Michigan. All accounts are
in the name of the Authority and a specific fund or common account. They are recorded in Authority

records at fair value.

Investment and deposit risk

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the event of a bank failure, the
Authority's deposits may not be returned. As of year end, $44,598,972 of the Authority's bank balance
of $44,898,972 was exposed to custodial credit risk because it was uninsured and uncollateralized.

4. CAPITAL ASSETS

Capital asset activity for the year was as follows:

Balance Balance
January 1, December 31,
2005 Additions  Deletions 2006
Governmental Activities
Capital assets, not being depreciated
Land and right-of-way $ 559,265 $315000 % $ 874,265
Construction in Progress 928,398 4,119,496 5,047,894
Total capital assets, not being depreciated 1,487 663 4 434 496 5,922,159
Capital assets, being depreciated
Infrastructure 12,711,126 - 12,711,126
Accumulated depreciation 635,657 254,223 889,780
Net capital assets, being depreciated 12,075,569 254,223 11,821,346
Governmental Activities capital assets, net  $13,563,232 $4,180,273 § $17,743,505

Depreciation expense of $254,223 was charged to the public works function.
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NORTH KENT SEWER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2006

5. LONG-TERM DEBT

The following is a summary of long-term debt activity and balances of the Authority for the year ended

December 31, 2006:

Governmental Activities

1998 Sewer Bonds due in annual
instaliments from $120,000 to $365,000
through May 2018; interest at 3.0% to
7.0%.

2000 Sewer Bonds due in annual
installments from $50,000 to $135,000
through May 2025; interest at 5.0% tfo
5.5%.

2001 Sewer Bonds due in annual
installments from $105,000 to $325,000

through November 2026; interest at
2.6% to 4.9%.
2002 Sewer Bonds due in annual

installments from $70,000 to $190,000
through November 2027, interest at
2.70% to 5.05%.

2005 Sewer Bonds due in annual
installments from $180,000 to $405,000
beginning in 2009 through November
2025; interest at 3.5% to 4.5%.

2006 Sewer Bonds due in annual
installments  from $755,000 to
$4 000,000 beginning in 2009 through
November 2031; interest at 4% to 5%.

Total Governmental Activities

Due
Balance Balance Within

January 1, December One

2005 Additions Deletions 31, 2006 Year
$3,365,000 $ - $175,000 $ 3,190,000 $185,000
4,195,000 - 125,000 4,070,000 125,000
5,405,000 - 160,000 5,245,000 165,000
2,560,000 - 70,000 2,490,000 70,000
6,000,000 - - 6,000,000 -
- 39,600,000 - 39,600,000 -
$21,525,000 $39,600,000 $530,000 $60,595000 $545,000
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Following is a summary of future principal maturities and interest requirements:

Principal Interest
2007 $ 545,000 $ 2,748,921
2008 580,000 2,825,633
2009 1,540,000 2,795,165
2010 1,630,000 2,726,412
2011 1,670,000 2,654,616
2012-2016 9,485,000 12,170,042
2017-2021 11,695,000 9972 117
2022-2026 14,825,000 6,866,455
2027-2031 18,625,000 2,853,245
Total $60,595,000 $45,612,606

6. RELATED PARTY TRANSACTIONS
Charges for services and fiscal year-end receivables are attributable to related parties as follows:

Intergovernmental Due From Other

Revenue Governments
Alpine Township $ 422691 $ 101,082
Cannon Township 171,488 45231
Courtland Township 32,122 9,247
Plainfield Charter Township 1,250,097 2,715,783
City of Rockford 397 914 114,778
Total $2,274,312 $2,986,121

7. RISK MANAGEMENT
The Authority is exposed to various risks of loss related to torts, destruction of assets and errors and
omissions for which it obtains coverage from commercial insurance companies. The Authority has

had no settled claims resulting from these risks that exceeded commercial coverage in any of the
past three years.

8. COMMITMENTS

The Authority had outstanding commitments of approximately $37,500,000 for the wastewater
treatment plant design and construction as of year end.

9, SUBSEQUENT EVENTS

Subsequent to year end the Authority entered into a contract for the construction of system
infrastructure of approximately $2,800,000.
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Vredeveld Haefner LLC Douglas J. Vredeveld, CPA

CPA’s and Consultants (616) 446-7474
4001 Granada Ct.
Grand Rapids, MI 49534 Peter S. Haefner, CPA
FAX {616) 828-0307 (616) 460-9388

March 2, 2007

To the Board of Trustees
North Kent Sewer Authority
Rockford, Mi

In planning and performing our audit of the financial statements of the North Kent Sewer Authority
(the Authority), for the year ended December 31, 2006, we noted certain matters involving
internal control and/or operations which we would like to bring to your attention. These matters
were reviewed with management and we will review these matters during future audits.

AUDITING STANDARDS

Several recently issued auditing standards will require changes in auditing practices as well as
additional review and reporting on intemal controls and management practices. We look forward
to working with Authority officials to implement these new requirements.

BUDGET

During our audit we noted that the Authority had not adopted a budget for the Authority's general
fund. Michigan law currently requires governmental entities to adopt annual budgets for general
and special revenue funds. These budgets should be adopted before each fiscal year begins. We
suggest that the authority adopt a budget annually for the general fund.

We would like to thank the Authority Officers for their assistance during the annual audit. Their
advanced preparation and availability allowed for an efficient and effective audit process.

This report is intended solely for the information and use of the North Kent Sewer Authority
Board, and is not intended to be and should not be used by anyone other than these specified
parties.

Sincerely,

Oractornoldd Fmppror L

Cwecializing (n services Lo governmental and nonprofir entitics
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CPA’s and Consultants (616) 446-7474
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FAX (616) 828-0307 (616) 460-0388

(PAsS

March 2, 2007

To the Board of Trustees
North Kent Sewer Authority
Rockford, MI

We have audited the financial statements of the North Kent Sewer Authority (the Authority), for
the year ended December 31, 2006, and have issued our report thereon dated March 2, 2007.
Professional standards require that we provide you with the following information related to our
audit.

Qur Responsibility under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated February 9, 2007, our responsibility, as described by
professional standards, is to plan and perform our audit to obtain reasonable, but not absolute,
assurance about whether the financial statements are free of material misstatement and are fairly
presented in accordance with U.S. generally accepted accounting principles. Because an audit is
designed to provide reasonable, but not absolute assurance and because we did not perform a
detailed examination of all transactions, there is a risk that material misstatements may exist and
not be detected by us.

In planning and performing our audit, we considered the Authority's internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinions
on the financial statements and not to provide assurance on the internal control over financial
reporting.

Significant Accounting Policies

Management is responsible for the selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies
used by the Authority are described in Note 1 to the financial statements. No new accounting
policies were adopted and the application of existing policies was not changed during the year.
We noted no transactions entered into by the Authority during the year that were both significant
and unusual, and of which, under professional standards, we are required to inform you, or
transactions for which there is a lack of authoritative guidance or consensus.

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management's knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. The most sensitive estimate affecting
the financial statements is the usefut lives of capital assets.

Swecializing in services to governmental and nonprofit entities



Management's estimate of the useful lives of capital assets is based on historical actual
usefulness and expected future usefulness of these assets. We evaluated the key factors and
assumptions used to develop the estimates in determining that they are reasonable in relation to
the financial statements taken as a whole.

Audit Adjustments

For purposes of this letter, professional standards define an audit adjustment as a proposed
correction of the financial statements that, in our judgment, may not have been detected except
through our auditing procedures. An audit adjustment may or may not indicate matters that could
have a significant effect on the Authority's financial reporting process (that is, cause future
financial statements to be materially misstated). We have attached a listing of proposed audit
adjustments which were recorded by the Authority. Each proposed adjustment either individually
or in the aggregate may indicate matters that could have a significant effect on the Authority's
financial reporting process.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
matter, whether or not resolved to our satisfaction, concerning a financial accounting, reporting,
or auditing matter that could be significant to the financial statements or the auditor's report. We
are pleased to report that no such disagreements arose during the course of our audit.

Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion™ on certain situations. If a consultation
involves application of an accounting principle to the governmental unit's financial statements or a
determination of the type of auditor's opinion that may be expressed on those statements, our
professional standards require the consulting accountant to check with us to determine that the
consultant has all the relevant facts. To our knowledge, there were no such consultations with
other accountants.

issues Discussed Prior to Retention of Independent Auditors

We generally discuss a variety of matters, inciuding the application of accounting principles and
auditing standards, with management each year prior to retention as the Authority's auditors.
However, these discussions occurred in the normal course of our professional relationship and
our responses were not a condition to our retention.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing our audit.

This information is intended solely for the use of the Authority Board and is not intended to be and
should not be used by anyone other than these specified parties.

Sincerely,

Chaermoltd Fomfmon L7



North Kent Sewer Authority

12/31/2006
Audit adjustments
Account Account name Debit Credit
406-530 Captial Expenditures:Construction 380,511.00
406-301 Retained Eamings 380,511.00
To reverse 2005 Dykema Excavators accrual of
construction costs
101-201 Accounts Payable 7,059.50
101-536 Professional Services:Engineering Services:General Sys Consulting 7,059.50
To remove accrual for Prein bills paid in 2006 and
accrued in 2006
101-201 Accounts Payable 5,520.05
101-535 Professional Services:Attorney Fees 5,520.05
To remove accrual of Blakeslee bills paid in 2006 and
accrued in 2006
406-103 Accrued Interest Receivable 91,063.00
406-401 Interest income 91,063.00
To accrue interest income on Mercantite CD's
406-530 Captial Expenditures:Construction 815,867.95
406-201 Accounts Payable B815,867.95
To accrue Triangle invoice for 2006 construction paid in
2007
305-403 Connection Fees 31,917.51
305-150 Accounts Receivable 31,917.61
To record Courtland and Plainfield connection fees paid
in 2007 for 2006 connections
406-450 Bond Proceeds 2,001,095.00
406-450.1 premium 2,001,095.00
406-450.1 premium 423,380.00
406-550 Bond Issuance Costs 423,380.00
To record bond issuance costs and premium
406-531 Captial Expenditures:Engineering 215,908.60
406-201 Accounts Payable 215,908.60
To accrue engineering costs compieted in December
2006 paid in January 2007
305-403 Connection Fees 10,894 .88
305-201 Accounts Payable 10,894.88
To record duplicate payment made by Plainfield Charter
Township
301-299 Deferred Revenue 391,350.00
301-103 Accounts Receivable 391,350.00

To adjust receivable from the City of Rockford &
Plainfield Charter Township for the fixed portion of 1998
bonds



